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[The author writes for Business News Americas in Sao Paulo.]
Seeing the economic hardship facing a number of South American nations did little to soften
US Treasury Secretary Paul O'Neill's tough stance on providing financial assistance to countries
suffering an economic downturn. Instead, he accused the continent's political class of the kind of
"crony capitalism" that Asian tigers were accused of after the Asian crisis. Asked ahead of his trip
if he would support financial assistance to the countries he would visit, Argentina, Uruguay, and
Brazil, O'Neill said that depended on their ability "to put into practice policies that ensure that as
assistance money comes it does some good and it doesn't just go out of the country to Swiss bank
accounts."
An outraged Fernando Henrique Cardoso, Brazil's president, said that he would not receive
the secretary unless a formal explanation and apology were given. The White House staff,
accustomed to controlling the damage created by O'Neill's gaffes, claimed that his comments
were misunderstood. President Cardoso, along with the rest of the country's economic team,
ended up meeting with the person in charge of US purse strings, although the bitterness left by his
accusations of corruption and incompetence remained. O'Neill made no promises to Brazil's leaders
during his stay. But, two days later, as O'Neill left Argentina to return to Washington, Horst Koehler,
managing director of the International Monetary Fund (IMF), announced a US$30 billion support
package for Brazil.

Investor nerves leads to dollar crunch
The end of July was particularly agonizing for the Cardoso administration. The scarcity of dollars on
the market and investors' adversity to invest in Brazil lead the Brazilian currency, the real, to reach
an all-time record high of 3.61 to the dollar on July 31. The run on the real came about despite claims
by Cardoso and Central Bank president Arminio Fraga that the country's economic fundamentals
are sound. Until recently, Cardoso and his allies blamed the rise of presidential candidate Luiz
Inacio Lula da Silva of the Partido dos Trabalhadores (PT) for the increasing volatility in the
exchange and capital markets (see NotiSur, 2002-06-21). While election uncertainty definitely plays
a part, the government is now being forced to look further into what is causing the disturbances and
take measures to provide relief. The problem is complex and there is no easy solution.
The continuing economic recession in the US coupled with billion-dollar corporate scandals have
forced foreign investors to avoid riskier developing markets in South America. Also, with less
demand to invest in Brazil, the country's enormous debt becomes harder to finance. To stop the
skyrocketing dollar in relation to the real, the country's Central Bank futilely spent US$300 million
on July 31.
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"It is stupid to burn dollars in the market," said Reinaldo Goncalves, an economics professor at the
Universidade Federal de Rio de Janeiro. "The situation will only stop becoming worse when there
is a change in the government. Until then, people will protect themselves with dollars from the
historical fiscal imbalance of the Cardoso government."

Historical legacies of Cardoso's administration come to roost
The main fiscal imbalance is the legacy of a massive debt reaching 55% of the country's GDP
without having a significant cash flow to finance it. In the past, the country's debt and other foreign
obligations were paid off using inflows of direct foreign investment. With privatization running
down and exports remaining slow, the government is unable to compensate for the shortfalls. For
the time being, Brazil is far from turning into another Argentina. The country's massive public and
private banks remain solid. But many of these banks hold their assets in government debt issues.
If the economy goes into a downward spiral, economic growth and consequent tax revenue will
become more fleeting. As a result of the high cost of the dollar and credit retraction on the domestic
market, most companies have shelved their short-term investments.
"For the time being, no one has stopped producing or laid off workers, but companies are going to
be less interested in investing and costs are going to increase," said Salamao Quadros, economic
analyst at the Fundacao Getulio Vargas school of business. The need for dollars to irrigate the
market until next year is an unquestioned fact by all presidential candidates except populist
Anthony Garotinho. Though less supportive of an agreement with the IMF than the government's
candidate Jose Serra (Partido da Social Democracia Brasileira, PSDB), both Lula and Ciro Gomes
(Partido Popular Socialista, PPS) acknowledge that IMF funds are the only short-term alternative.
The downside is that the IMF will request strict fiscal austerity for next year a tough pill for any
incoming president to swallow.

O'Neill presence does little to settle the markets
After meeting with Brazilian officials, Secretary O'Neill avoided any questions regarding his earlier
statements about corruption. In fact, he avoided nearly every question that was tossed at him. "My
consideration for Brazil and the Brazilian people is constant, it continues and has not changed in
any way," he said. "We are in favor of the economic policies employed by Brazil. The United States
is ready to help Brazil inasmuch as it continues to implement these policies." He added that the
US supported Brazil's talks with the IMF but would not go into any detail about what this support
would imply. Brazilian Finance Minister Pedro Malan remained confident. "Support for Brazil will
not be expressed with words, but with resources," he said.
The need to assist South America's largest country was also expressed by The New York Times.
After warning a few days earlier that South America would fall into economic chaos if Brazil were
not thrown a financial lifeline, the paper said in an Aug. 6 editorial that IMF assistance needed to be
immediate. Uruguay received a US$1.5 billion bridge loan from the US government, just as O'Neill
was leaving for South America.
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Assistance for Brazil came next. But with the secretary's departure, despite the suffering of
Argentine citizen and support from many US economists for IMF assistance, help for Argentina
remained in doubt. While O'Neill might be lambasted by South American elites for his tightfisted actions and crass comments, there is an ounce of truth to his statements. The combined
wealth held by Argentines, Uruguayans, and Brazilians abroad often is greater than the size of
their government's public debt. Although these countries have made advances in combatting
corruption, much more needs to be done. But even then, in a globalized financial world, money can
run from one tax haven to the next, and in the past O'Neill has shown his unwillingness to tackle
this troubling issue.

-- End --
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